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CHAPTER 20
FOODS FOR HUMAN CONSUMPTION, PRESCRIPTION DRUGS, INSULIN,
HYPODERMIC SYRINGES, DIABETIC TESTING MATERIALS, PROSTHETIC,
ORTHOTIC OR ORTHOPEDIC DEVICES

[Sales Tax Exemption]
[Prior to 12/17/86, Revenue Department[730]]

701—20.1(422,423) Foods for human consumption. Foods for human consumption which may be
purchased with food coupons shall be exempt from tax regardless of whether the retailer from whom
the foods are purchased is participating in the food coupon program. On or after July 1, 1985, candy,
candy-coated items, candy products and certain beverages, which are described in subrule 20.1(3) and
which may be purchased with food coupons, are taxable unless purchased on or after October 1, 1987,
with food coupons issued under the federal Food Stamp Act of 1977, 7 U.S.C. §2011 et seq.

20.1(1) Foods eligible for food coupons. These foods shall include all foods which may be
purchased with food coupons issued by the United States Department of Agriculture under the
regulations in effect on July 1, 1974. Most products can easily be classified either as food or food
products or as nonfood items. There are, however, certain items that are not readily distinguishable as
food or nonfood and may present problems in judgment. The following guidelines apply to some of the
more unique categories of eligible foods about which questions may arise and to those special categories
of items which are eligible for purchase with food stamps. The list is not to be considered all-inclusive:

a. Garden seeds and plants. Seeds and plants for use in gardens to produce food for consumption
may be purchased with food coupons. Seeds and plants eligible for purchase with food coupons include
vegetable seeds and food-producing plants such as tomato and green pepper plants and fruit trees. In
addition, food-producing roots, bushes, and bulbs (e.g., asparagus roots and onion sets) are eligible food
items. Seeds and plants used to produce spices for use in cooking foods may also be purchased with
food coupons.

b.  Distilled water and ice. These items, although having some nonfood usages, are largely used
as food or in food for human consumption. Unless these items are specifically labeled for nonfood use or
the recipient indicates they will be used for other than human consumption, they are eligible and may be
purchased with food coupons. On or after July 1, 1985, distilled water and certain other beverages, which
are described in paragraph 20.1(3)“s” and which may be purchased with food coupons, are taxable
unless purchased on or after October 1, 1987, with food coupons issued under the federal Food Stamp
Act of 1977, 7 U.S.C. §2011 et seq.

c.  Specialty foods. This category of eligible foods includes special dietary foods (e.g., diabetic
and dietetic), enriched or fortified foods, infant formulas, and certain foods commonly referred to as
health food items. These items are food products which are substituted for more commonly used food
items in the diet, and thus they are eligible for purchase with food coupons. Examples of items in this
category of eligible foods are Metrecal, Enfamil, Sustegen, wheat germ, brewer’s yeast, sunflower seeds
which are packaged for human consumption, and rose hips powder which is used for preparing tea. It
is not possible to formulate a comprehensive list of eligible specialty foods. The guideline to be used to
determine the eligibility of specific items is the ordinary use of a product.

NOTE: If the product is primarily used as a food or in preparing food, then it is an eligible item; if
it is primarily used for medicinal purposes as either a therapeutic agent or a deficiency corrector and
only occasionally used as a food, the product is not an eligible item. On or after July 1, 1985, candy,
candy-coated items, candy products, and certain beverages, which are described in subrule 20.1(3) and
which may be purchased with food coupons, are taxable unless purchased on or after October 1, 1987,
with food coupons issued under the federal Food Stamp Act of 1977, 7 U.S.C. §2011 et seq.

d.  Snack foods. These products are food items and, therefore, are eligible. Typical examples of
snack foods are candy, soft drinks, potato chips, and chewing gum. On or after July 1, 1985, candy,
candy-coated items, candy products, and certain beverages, which are described in subrule 20.1(3) and
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which may be purchased with food coupons, are taxable unless purchased on or after October 1, 1987,
with food coupons issued under the federal Food Stamp Act of 1977, 7 U.S.C. §2011 et seq.

e.  Others. There are certain eligible food items which are normally consumed only after being
incorporated into foods and other ingredients. Since these items then become part of a food for human
consumption, they are eligible items. An example is pectin. Pectin is the generic term for products
marketed under various brand names and commonly used as a base in making jams and jellies. When
pectin is incorporated into jams or jellies, it becomes part of a food for human consumption and, therefore,
is an eligible food item. Other examples are lard and vegetable oils.

The following general classifications of food products are also exempt from tax unless taxable as
prepared food—see rule 20.5(422,423):

Bread and flour products

Cereal and cereal products

Cocoa and cocoa products, unless taxable in the form of candy as in paragraph 20.1(3) “a”

Coftee and coffee substitutes

Dietary substitutes (see paragraphs 20.1(1) “c” above and 20.1(2) “a” below)

Eggs and egg products

Fish and fish products

Frozen foods

Fruits and fruit products including fruit juices, unless taxable as a beverage as in paragraph
20.133)“p”

Margarine, butter, and shortening

Meat and meat products

Milk and milk products including packaged ice cream products

Spices, condiments, extracts, and artificial food coloring

Sugar and sugar products and substitutes, unless taxable in the form of candy as in paragraph
20.1(3)“a”

Tea

Vegetables and vegetable products

Products which are made with ingredients identical to those which are eligible for purchase with
food coupons, unless taxable as candy, candy-coated items, candy products, or beverages described in
subrule 20.1(3) or prepared food as in subrule 20.5(2).

20.1(2) Products not eligible for purchase by food coupons. Various products may not be purchased
with food coupons issued by the United States Department of Agriculture and, therefore, are not exempt
from tax. They include, but are not limited to, the following:

a. Vitamins and minerals. Vitamins and minerals, which are marketed in various forms such as
tablets, capsules, powders, and liquids, serve as supplements to food or food products rather than as
foods, and, therefore, are not eligible for purchase with food coupons. Vitamins and minerals are also
present in natural foodstuffs, and certain vitamins and minerals have been determined to be essential to
nutrition. However, because these essential vitamins and minerals occur naturally in foods, a good diet
will include a variety of foods that together will supply all nutrients needed. Therefore, a nutritionally
adequate diet as provided for in the Food Stamp Act may be obtained without the use of specially
formulated vitamin and mineral preparations and other specially formulated therapeutic products. Since
these products serve as deficiency correctors or therapeutic agents to supplement diets deficient in
essential nutrition rather than as foods, they are not eligible for purchase with food coupons. In addition
to vitamin and mineral tablets or capsules, this category includes products such as cod liver oil, which
is used primarily as a source of vitamins A and D. It is not possible to provide a comprehensive list of
other such items which are primarily used for medicinal purposes or as health aids and which may be
stocked by authorized firms.

b.  Health aids. Patent medicines and other products used primarily as health aids or therapeutic
agents are not foods as defined by the Food Stamp Act and, therefore, may not be purchased with food
coupons. Such products include aspirin, cough drops or syrups and other cold remedies, antacids, and
all patent medicines or other products used as health aids. In addition to these commonly used health
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aids, any product used primarily for medicinal purposes is ineligible. An example of such products is
slippery elm powder, a demulcent which is used to soothe sore throats.

c.  Items not exempt. The following general classifications of products are subject to tax:

Alcoholic beverages

Dietary supplements (see paragraphs 20.1(1) “c” and 20.1(2) “a” above)

Pet foods and supplies

Household supplies

Paper products

Soaps and detergents

Tobacco products

Cosmetics

Toiletry articles

Tonics

Lunch counter or prepared foods for consumption on the premises of the retailer.

Additionally, on or after July 1, 1985, the following classifications of products are subject to tax
even when eligible for purchase with food coupons:

Foods prepared by the retailer which may be immediately consumed off of the premises of the retailer
and that are sold hot or cold.

Candy, candy-coated items, and candy products as described in 20.1(3) “a.’

Certain beverages as described in 20.1(3)“b.”

20.1(3) Candy, candy-coated items, candy products, and certain beverages. Even when eligible for
purchase with food coupons, candy, candy-coated items, candy products, and certain beverages are
taxable on or after July 1, 1985, unless purchased on or after October 1, 1987, with food coupons issued
under the federal Food Stamp Act of 1977, 7 U.S.C. §2011 et seq.

a. Candy, candy-coated items, and candy products. Candy, candy-coated items and candy
products are taxable on or after July 1, 1985, unless purchased on or after October 1, 1987, with food
coupons issued under the federal Food Stamp Act of 1977, 7 U.S.C. §2011 et seq. Candy, candy-coated
items, and candy products include those products normally considered to be “candy.”

(1) Candy. Candy is a prepared food made of a sugar paste or syrup or other natural or artificial
sweeteners often enriched and varied with coloring and flavoring and formed into various shapes.

(2) Candy-coated items. Candy-coated items are products like fruit or nuts which are dipped or
otherwise substantially covered with candy and which would normally be considered candy.

(3) Candy products. Candy products include mixtures containing both candy and noncandy items.
The inclusion of candy merely as an incidental ingredient in a product does not make the item a candy
product.

(4) Taxable candy, candy-coated items, and candy products. Candy, candy-coated items, and candy
products include: preparation of fruits, nuts or other ingredients in combination with sugar, honey or
other natural or artificial sweeteners in the form of bars, drops or pieces; hard or soft candies including
jelly beans, taffy, licorice, and mints; dried fruit leathers or other similar products prepared with natural
or artificial sweeteners; cotton candy; candy breath mints; and mixes of candy pieces, dried fruits, nuts,
and similar items.

(5) Nontaxable items and products. Candy, candy-coated items, or candy products do not include:
jams, jellies, preserves, or syrups; frostings; dried fruits; marshmallows; unsweetened or sweetened
baking chocolate in bars, pieces, or chips; breakfast cereals; prepared fruit in a sugar or similar base;
ice cream or other frozen desserts covered with chocolate or similar coverings; caramel or other
candy-coated apples or other fruit; candy-coated popcorn; cakes, cookies, and similar products covered
with chocolate or other similar coating; candy primarily intended for decorating baked goods; and
granola bars. However, these and similar items are taxable if sold as prepared food under subrule
20.5(2).

b.  Beverages. In addition to alcoholic beverages, other beverages are taxable on or after July 1,
1985. Beverages are not taxed if purchased on or after October 1, 1987, with coupons issued under the
federal Food Stamp Act of 1977, 7 U.S.C. §2011 et seq.

>
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(1) Taxable beverages. Taxable beverages are: effervescent and noneffervescent water sold in
containers; soda and mineral bottled water; soft drinks carbonated and noncarbonated including but not
limited to colas, ginger ale, near beer, and root beer; lemonade, orangeade, and all other drinks or punches
with natural fruit or vegetable juice less than 15 percent by volume.

Beverage mixes and ingredients intended to be made into taxable beverages are taxable. See
20.1(3) “b(2) for exceptions.

Beverage mixes or ingredients may be liquid or frozen, concentrated or nonconcentrated, dehydrated,
powdered, granulated, sweetened or unsweetened, seasoned or unseasoned. Concentrates intended to be
made into beverages which contain natural fruit or vegetable juice of less than 15 percent by volume are
taxable.

(2) Nontaxable beverages are: tea, coffee, beverages that contain primary dairy products, or dairy
ingredient bases, and beverages that contain natural fruit or vegetable juice of 15 percent or more by
volume. However, these and similar beverages are taxable if sold as prepared food and drink under
subrule 20.5(2).

Nondairy coffee “creamers” in liquid, frozen or powdered form are not beverages.

Sugar or other artificial or natural sweeteners sold separately are not taxable as beverage ingredients.

Specialty foods that are liquids or that are to be added to a liquid and that are intended to be a
substitute in the diet for more commonly used food items are not beverages and are not taxable as
beverages. These foods include infant formula.

This rule is intended to implement lowa Code subsection 422.45(12).

701—20.2(422,423) Food coupon rules. Food coupon rules used in determining whether certain foods
are eligible for purchase by food coupons and therefore exempt from sales tax shall be those United
States Department of Agriculture regulations in effect on July 1, 1974, unless the purchase is actually
made with food coupons on or after October 1, 1987, in which case the exemption applies to the purchase
of all food eligible under the federal Food Stamp Act of 1977, 7 U.S.C. §2011 et seq.

20.2(1) On or after July 1, 1985, candy, candy-coated items, candy products, and certain beverages,
which are described in 20.1(3) and which may be purchased with food coupons, are taxable unless
purchased on or after October 1, 1987, with food coupons issued under the federal Food Stamp Act
of 1977, 7 U.S.C. §2011 et seq.

20.2(2) On or after October 1, 1987, when a purchase of items eligible for purchase with food
coupons is paid with food coupons and cash, the retailer may elect to collect and remit tax in one of
the following manners:

a. The entire sale of eligible food items is exempt from tax when a purchase of items eligible for
purchase with food coupons is paid with food coupons and cash, or

b.  The part of the payment made with food coupons is to apply first to the taxable items eligible for
purchase with food coupons. The election once made by the retailer applies to all sales until the retailer
notifies the department in writing that the alternate manner is to be used.

701—20.3(422,423) Nonparticipating retailer in the food coupon program. A nonparticipating
retailer in the food coupon program is a retailer who may sell foods that are eligible for purchase with
food coupons but by the retailer’s own choice or at the discretion of the United States Department of
Agriculture is not participating in the food coupon program.

701—20.4(422,423) Determination of eligible foods. Pursuant to 20.1(422,423), 20.2(422,423) and
20.3(422,423), in order to be eligible for the sales tax exemption, foods must be the same foods eligible
for purchase by food coupons and shall not include foods that in their original state may have been
purchased by food coupons but due to changes to the foods such as additional ingredients, preparation,
or any other change of state, they are no longer foods eligible for purchase by food coupons.

701—20.5(422,423) Meals and prepared food. Meals and prepared food are subject to tax using
different criteria before July 1, 1985, and on or after July 1, 1985.
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20.5(1) Before July 1, 1985. Meals prepared for immediate consumption on or off the premises of
the retailer are not eligible for the sales tax exemption. A meal shall consist of a diversified selection
of foods, which would not be able to be consumed without at least some articles of tableware being
present and which could not be conveniently consumed while one is standing or walking about. A meal
would usually consist of a larger quantity of food than that which ordinarily comprises a single sandwich.
Treasure Island Catering Company, Inc. v. State Board of Equalization, 1941, 19 Cal.2d 181.

a. Retailers who are considered serving meals shall include those who serve meals off the premises
of the retailers such as caterers.

b.  Meals that may be eligible for purchase with food coupons shall not be exempt from sales tax.
This shall include carryout plate lunches that are served with articles of tableware. Tableware shall
include dishes, glasses, and silverware and includes paper or plastic tableware.

20.5(2) On or after July 1, 1985. Sales of prepared food are taxable in three situations: All food,
food products, and drinks prepared for consumption on the premises of the retailer; all foods and drinks
sold by caterers; all food, food products, and drinks prepared by the retailer for immediate consumption
off the premises of the retailer. Sales of prepared foods may be taxed under any of the three situations.
Examples given in this subrule are meant to illustrate the application of the subrules to the facts described.

a.  On-premises consumption. Sales of food products and food and drinks prepared by the retailer
or others on or off the premises of the retailer for consumption on the premises of the retailer are taxable.
If the food is sold for consumption on the premises of the retailer, the food is presumed to have been
consumed on the premises of the retailer.

“Premises of the retailer” means the total space and facilities under control of the retailer, including
buildings, grounds, and parking lots that are made available or that are available for use by the retailer,
for the purpose of sale of prepared food and drink or for the purpose of consumption of prepared food
and drink sold by the retailer.

Availability of self-service heating or other preparation facilities or eating facilities such as tables
and chairs and knives, forks, and spoons, indicates that food, food products, and drinks are sold for
consumption on the premises of the retailer and are subject to tax unless sales of prepared food are
clearly identifiable as being for consumption off of the premises of the retailer in which case the sale
may be taxable under 20.5(2) “c.”

Types of retailers that are generally considered to be offering food for consumption on the premises
include restaurants, coffee shops, cafeterias, snack shops, and concession stands including those at
recreation and entertainment facilities. Other retailers that often offer food for on-premises consumption
include vending machines and mobile vendors.

Separate eating facilities need not be provided for the sale of prepared food and drink to be for
consumption on the premises of the retailer if the retailer operates vending machines, mobile vendors,
snack shops, or concessions and on the same premises operates facilities for such activities as recreation,
entertainment, education, office work, or manufacturing.

The following examples are intended to show some of the situations in which sales are taxable as
food and drink prepared for consumption on the premises of the retailer.

EXAMPLE A. A movie theater owner operates a movie theater and a concession stand in the lobby of
the theater. There is not a separate area set aside for eating facilities. Sales of prepared food and drink
through the concession stand are taxable as sales for consumption on the premises of the retailer.

EXAMPLE B. As a convenience to employees, a manufacturer owns and operates several food and
drink vending machines located on the premises of the plant. No separate seating or other facilities for
eating are provided. Sales of prepared food and drink through the vending machines are taxable as sales
for consumption on the premises of the retailer.

EXAMPLE C. Mobile vendor units located throughout an office are operated by the owner of the
business and are stocked with snack food priced to cover the cost of the items to the employer. No
separate eating facilities are provided. Sales of prepared food through the mobile vendors are taxable as
sales for consumption on the premises of the retailer.

EXAMPLE D. A bakery with seating provided for eating offers baked goods prepared by the bakery
for consumption on the premises and for take-out. Baked goods are neither hot nor cold. Baked goods
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as well as other prepared food and drink sold for consumption on the premises are taxable. However,
the baked goods sold by this bakery on a take-out basis are not taxable because they are sold neither hot
nor cold.

EXAMPLE E. A separate area in an office building is set aside for vending machines with seating
facilities for eating provided. The seating area and the vending machines are maintained and operated
under contract by a vending company. In this case, sales of prepared food and drink through the vending
machines are taxable as sales for consumption on the premises of the retailer.

b.  Catered food. All sales of food, food products, and drinks on a catered basis are subject to tax.

c.  Off-premises consumption. When a sale of prepared food is clearly identifiable as being for
consumption off of the premises, the sale is taxable if the food is:

(1) Hot or cold,

(2) Prepared by the retailer, and

(3) For immediate consumption.

“Hot or cold” means that the food is intentionally sold in a heated or cooled state. Food that is not
heated or cooled is taxable if sold in combination with other heated or cooled food on a nonitemized
basis. Availability of self-service heating facilities indicates intent to sell food in a heated state whether
or not the food is actually heated at the time of sale.

Preparation by the retailer for immediate consumption includes, but is not limited to: cooking,
mixing, sandwich making, blending, heating, or pouring. Preparation by the retailer includes customer
utilization of on-premises facilities for the purpose of preparing food for immediate consumption. The
division of food and drink into smaller portions is not by itself preparation by the retailer for immediate
consumption off of the premises of the retailer. Food prepared for immediate consumption is food
prepared to a point generally accepted as ready to be eaten without further preparation and that is sold
in a manner that suggests readiness for immediate consumption. Actual immediate consumption of the
food is not necessary for the sale to be taxable if the food has been prepared for immediate consumption.

Sales of foods that are often for immediate consumption off of the premises of the retailer include:
delicatessen, ice cream, popcorn, and vending machine.

If a vendor does not provide seating or other eating facilities, sales of prepared food and drink by the
vendor by such means as vendor-owned vending machines or mobile vendors or from snack shops or
concession stands are usually for consumption off of the premises of the retailer. However, if a vendor
sells prepared food at retail food establishments without separate seating or eating facilities and on the
same premises operates facilities for such activities as recreation, entertainment, education, office work,
or manufacturing, then the sales of prepared food can be taxable under 20.5(2) “a” depending on the
type of the item sold.

The following examples are intended to show some of the situations in which sales are taxable as
hot or cold food and drink prepared by the retailer for immediate consumption off of the premises of the
retailer.

EXAMPLE A. The owner of a sports stadium leases concession stands at the stadium to a company
that operates the stands during events at the stadium. The concession operator prepares and heats
sandwiches and sells other food and drink prepared and packaged by others. No separate eating facilities
are provided. All sales by the concessionaire are for immediate consumption off of the premises of
the retailer. Therefore, only the sales of candy, candy-coated items, taxable beverages, as well as
sandwiches and other food prepared by the retailer that are sold hot or cold are taxable.

EXAMPLE B. A convenience store without separate eating facilities sells sandwiches prepared and
packaged by a wholesale distributor. Microwave ovens are available for heating the sandwiches. No
separate eating facilities are available. Sales of these sandwiches are not taxable because the sandwiches
are not for consumption on the premises of the retailer and because the sandwiches were not prepared
by the retailer.

EXAMPLE C. An area in an office building is set aside by the owner of the building for food and
drink vending machines. Separate eating facilities are provided by the owner of the building. Vending
machines and accompanying microwave ovens located in the area are owned and operated by a vending
service under contract with the owner of the building. The retailer prepares none of the food placed in
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the machines. The vending service is the retailer. Sales of food and drink through the vending machines
are for immediate consumption off of the premises of the retailer. Thus, sales of food and drink through
the vending machines are not taxable unless the sales involve candy, candy-coated items, or taxable
beverages.

d.  Sales of food and beverages for human consumption by certain nonprofit organizations. Sales
of food and beverages made by certain organizations are exempt. Retroactively to July 1, 1988, the gross
receipts from sales of food and beverages for human consumption by organizations are exempt from
sales tax if the organization is nonprofit, principally promotes a food or beverage product for human
consumption that is produced, grown, or raised in lowa, and is exempt from federal income tax under
Section 501(c) of the Internal Revenue Code. Refunds are allowed for tax, penalty, and interest paid by
such organizations on sales made between July 1, 1988, and June 30, 1998. For details, examples, and
requirements on claiming a refund, see 701—17.32(422).

This rule is intended to implement lowa Code Supplement section 422.45 as amended by 1998 lowa
Acts, chapter 1091.

701—20.6(422,423) Vending machines. Before July 1, 1985, any food item which is sold through a
vending machine shall not be exempt from sales tax. On or after July 1, 1985, prepared food and drinks
sold through vending machines will be taxable either if sold for consumption on the premises of the
retailer under 20.5(2) “a” or if prepared by the retailer for immediate consumption off of the premises
of the retailer under 20.5(2) “c. ” Candy, candy-coated items, candy products, and beverages described
in subrule 20.1(3) are taxable when sold through vending machines.

This rule is intended to implement Towa Code section 422.45.

701—20.7(422,423) Prescription drugs and devices. Sales of prescription drugs and devices as defined
in 20.7(1) and dispensed for human use or consumption in accordance with 20.7(2) and 20.7(3) shall
be exempt from sales tax. On and after July 1, 1992, rentals of prescription devices as defined in
subrule 20.7(1) below are exempt from service tax. Gross receipts from the sales of oxygen prescribed
by a licensed physician or surgeon, osteopath, or osteopathic physician or surgeon for human use or
consumption are exempt from tax. On and after July 1, 1992, gross receipts from the sales of any oxygen
purchased for human use or consumption (whether prescribed or not) are exempt from tax.

20.7(1) Definitions of “prescription drug” for two periods of time.

a. For sales occurring between July 1, 1987, and June 30, 1993, a “prescription drug” is any of
the following:

(1) A substance for which federal or state law requires a prescription before it may be legally
dispensed to the public,

(2) A drug or device that under federal law is required prior to being dispensed or delivered to be
labeled with the following statement: “Caution: Federal law prohibits dispensing without a prescription”,
or

(3) A drug or device that is required by any applicable federal or state law or regulation to be
dispensed on prescription only, or is restricted to use by a practitioner only.

b.  For sales or rentals occurring on and after July 1, 1993, a “prescription drug” and “medical
device” are defined as follows:

(1) A “medical device” means equipment or supplies, including orthopedic or orthotic devices,
intended to be prescribed by a practitioner for human use to an ultimate user.

(2) A “prescription drug” is a drug intended to be dispensed for human consumption to an ultimate
user pursuant to a prescription or medication order from a practitioner.

(3) An “ultimate user” is any individual who has lawfully obtained and possesses a prescription
drug or medical device for the individual’s own use or for the use of a member of the individual’s
household, or an individual to whom a prescription drug or medical device has been lawfully supplied,
administered, dispensed or prescribed. The phrase does not include any entity created by law, such as a
corporation or partnership.
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On and after July 1, 1993, the sale or rental of a medical device or a prescription drug is exempt from
tax only if the device or drug is intended to be prescribed or dispensed to an ultimate user. A drug or
device is intended to be prescribed or dispensed to an ultimate user only if the drug or device is obtained
by or supplied or administered to an ultimate user for placement on or in the ultimate user’s body.

EXAMPLE A: A sports medicine clinic purchases a new type of device which scans the inside of the
human body to disclose injured soft tissue. The device can be used only on the order of a practitioner.
The device is prescribed, but since, by its very nature, the device cannot be dispensed to an ultimate user,
its sale is not exempt from tax.

EXAMPLE B: Pursuant to a practitioner’s prescription, a pacemaker is inserted in a patient’s body.
The pacemaker is dispensed to an ultimate user and its sale is exempt from tax.

EXAMPLE C: A physician prescribes a tranquilizer for a patient who is chronically nervous. The
patient uses the prescription to purchase the tranquilizer at a pharmacy. The purchase is exempt from
tax.

For purposes of this subrule, any medical device or drug prescribed in writing by a licensed physician,
surgeon, osteopath, osteopathic physician or surgeon, or other person authorized by law to an ultimate
user for human use or consumption, shall be deemed a device or drug exempt from tax if a prescription
is required or permitted under Iowa state or federal law.

EXAMPLE A: A common painkiller is sold over the counter in doses of 200 milligrams per tablet. In
doses of 600 milligrams per tablet, federal law requires a prescription before the drug can be dispensed.
Sales of 600 milligram tablets by prescription are exempt from tax.

EXAMPLE B: A federal law permits but does not require the painkiller mentioned in Example A to
be prescribed by a practitioner in dosages of 200 milligrams per tablet. A practitioner might prescribe
the painkiller in the over-the-counter dosage, for example, to impress upon a patient the importance of
taking the drug. Sales of 200 milligram tablets by prescription are exempt from tax.

See rules 20.8(422,423), 20.9(422,423) and 20.10(422,423) for examples of medical devices sold
without a prescription but exempt from tax.

20.7(2) Persons authorized to dispense prescription drugs or prescription devices. In order for a
prescription drug or device to qualify for an exemption, it must be dispensed by one of the following
persons:

a.  Any store or other place of business where prescription drugs are compounded, dispensed or
sold by a person holding a license to practice pharmacy in lowa, and where prescription orders for
prescription drugs or devices are received or processed in accordance with pharmacy laws.

b.  Persons licensed by the state board of medical examiners to practice medicine or surgery in
Towa.

c.  Persons licensed by the state board of medical examiners to practice osteopathic medicine or
surgery in lowa.

d. Persons licensed by the state board of podiatry to engage in the practice of podiatry in lowa.

e.  Persons licensed by the state board of dentistry to practice dentistry in lowa.

f Persons licensed prior to May 10, 1963, to practice osteopathy in lowa.

g Persons licensed by the optometry examiners as therapeutically certified optometrists.

h.  Persons licensed by the board of chiropractic examiners to practice chiropractic in lowa when
dispensing in accordance with lowa Code chapter 151.

i.  Any other person authorized under Iowa law to dispense prescription drugs or devices in this
state.

j. Any person licensed in another state in a health field in which, under lowa law, licensees in this
state may legally prescribe drugs or devices.

20.7(3) Disposition of prescription drugs and devices. Prescription drugs or devices may be
dispensed either directly from one of the persons licensed in 20.7(2) who may also prescribe drugs or
devices or by a pharmacist upon receipt of a prescription from one of the persons licensed to prescribe.
A prescription received by a licensed pharmacist from one of the persons licensed in 20.7(2) who may
also prescribe drugs or devices shall be sufficient evidence that a drug or device is exempt from sales
tax. When a person who prescribes a drug or device is also the dispenser, the drug or device will not
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require a prescription by such person but the drug or device must be recorded as if a prescription would
have been issued or required. If this condition is met, the gross receipts from the sale of the drug or
device shall be exempt from sales tax.

20.7(4) Others required to collect sales tax. Any person other than those who are allowed to dispense
drugs or devices under 20.7(2) shall be required to collect sales tax on any prescription drugs or devices.

20.7(5) Prescription drugs and devices purchased by hospitals for resale. This subrule is applicable
to both nonprofit and for-profit hospitals for periods prior to July 1, 1998. On and after that date the
subrule applies to for-profit hospitals only. Hospitals have purchased prescription drugs or devices for
resale to patients and not for use or consumption in providing hospital services only if the following
circumstances exist: (1) the drug or device is actually transferred to the patient; (2) the drug or device is
transferred in a form or quantity capable of a fixed or definite price value; (3) the hospital and the patient
intend the transfer to be a sale; and (4) the sale is evidenced in the patient’s bill by a separate charge
for the identifiable drug or device. See rule 701—18.31(422,423) for a discussion generally of sales for
resale by persons performing a service. Also see rule 701—18.59(422,423) for the exemption applicable
to all purchases of goods and services purchased on or after July 1, 1998, by a nonprofit hospital licensed
under lowa Code chapter 135B.

EXAMPLE A: A hospital purchases a bone saw blade and uses the blade to cut the bone of patient
X during hip replacement surgery. This dulls the blade to the point that the blade cannot be used again
and is discarded. The hospital bills patient X for “one bone saw blade—$30.00”. In spite of the separate
charge for an identifiable piece of property, the hospital did not purchase the bone saw blade for resale.
The blade was used up by the hospital, not transferred to the ownership of X. Since there was no transfer,
there was no sale, thus no purchase for resale.

EXAMPLE B: A hospital buys lotion for use in massages given to patients by nurses aides. In spi